Edgar Filing: ENCORE ACQUISITION CO - Form 10-K

ENCORE ACQUISITION CO
Form 10-K
February 24, 2009



Edgar Filing: ENCORE ACQUISITION CO - Form 10-K

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2008
or
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer p  Accelerated filer o Non-accelerated filer o Smaller reporting
(Do not check if a smaller reporting company o
company)

Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act
Rule 12b-2). Yeso Nop

Aggregate market value of the voting and non-voting common equity held by
non-affiliates computed by reference to the price at which the common equity of the
registrant was last sold as of June 30, 2008 (the last business day of the registrant s most

recently completed second fiscal quarter) $ 3,715,001,806
Number of shares of Common Stock, $0.01 par value, outstanding as of February 18,
2009 51,819,037

DOCUMENTS INCORPORATED BY REFERENCE

Parts of the definitive proxy statement for the registrant s 2009 annual meeting of stockholders are incorporated by
reference into Part III of this report on Form 10-K.
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ENCORE ACQUISITION COMPANY
GLOSSARY
The following are abbreviations and definitions of certain terms used in this annual report on Form 10-K (the Report ).
The definitions of proved developed reserves, proved reserves, and proved undeveloped reserves have been

abbreviated from the applicable definitions contained in Rule 4-10(a)(2-4) of Regulation S-X.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used in reference to oil or other liquid
hydrocarbons.

Bbl/D. One Bbl per day.
Bcf. One billion cubic feet, used in reference to natural gas.

BOE. One barrel of oil equivalent, calculated by converting natural gas to oil equivalent barrels at a ratio of six
Mcf of natural gas to one Bbl of oil.

BOE/D. One BOE per day.

Completion. The installation of permanent equipment for the production of oil or natural gas.

Council of Petroleum Accountants Societies ( COPAS ). A professional organization of oil and gas accountants
that maintains consistency in accounting procedures and interpretations, including the procedures that are part

of most joint operating agreements. These procedures establish a drilling rate and an overhead rate to reimburse

the operator of a well for overhead costs, such as accounting and engineering.

Delay Rentals. Fees paid to the lessor of an oil and natural gas lease during the primary term of the lease prior
to the commencement of production from a well.

Developed Acreage. The number of acres allocated or assignable to producing wells or wells capable of
production.

Development Well. A well drilled within the proved area of an oil or natural gas reservoir to the depth of a
stratigraphic horizon known to be productive.

Dry Hole or Unsuccessful Well. A well found to be incapable of producing hydrocarbons in sufficient
quantities such that proceeds from the sale of such production would exceed production costs.

EAC. Encore Acquisition Company, a publicly traded Delaware corporation, together with its subsidiaries.

ENP. Encore Energy Partners LP, a publicly traded Delaware limited partnership, together with its
subsidiaries.

Exploratory Well. A well drilled to find and produce oil or natural gas in an unproved area, to find a new
reservoir in a field previously producing oil or natural gas in another reservoir, or to extend a known reservoir.
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Farm-out. Transfer of all or part of the operating rights from the working interest holder to an assignee, who
assumes all or some of the burden of development, in return for an interest in the property. The assignor
usually retains an overriding royalty, but may retain any type of interest.

FASB. Financial Accounting Standards Board.

Field. An area consisting of a single reservoir or multiple reservoirs, all grouped on or related to the same
individual geological structural feature and/or stratigraphic condition.

GAAP. Accounting principles generally accepted in the United States.

il
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Gross Acres or Gross Wells. The total acres or wells, as the case may be, in which an entity owns a working
interest.
Horizontal Drilling. A drilling operation in which a portion of a well is drilled horizontally within a
productive or potentially productive formation. This operation usually yields a well which has the ability to
produce higher volumes than a vertical well drilled in the same formation.
Lease Operations Expense ( LOE ). All direct and allocated indirect costs of producing oil and natural gas after
completion of drilling and before removal of production from the property. Such costs include labor,
superintendence, supplies, repairs, maintenance, and direct overhead charges.
LIBOR. London Interbank Offered Rate.
MBbI. One thousand Bbls.
MBOE. One thousand BOE.
MBOE/D. One thousand BOE per day.
Mecf. One thousand cubic feet, used in reference to natural gas.

Mcf/D. One Mcf per day.

Mcfe. One Mcf equivalent, calculated by converting oil to natural gas equivalent at a ratio of one Bbl of oil to
six Mcf of natural gas.

Mcfe/D. One Mcfe per day.
MMBbI. One million Bbls.
MMBOE. One million BOE.

MMBtu. One million British thermal units. One British thermal unit is the quantity of heat required to raise the
temperature of a one-pound mass of water by one degree Fahrenheit.

MMecf. One million cubic feet, used in reference to natural gas.

Natural Gas Liquids ( NGLs ). The combination of ethane, propane, butane, and natural gasolines that when
removed from natural gas become liquid under various levels of higher pressure and lower temperature.

Net Acres or Net Wells. Gross acres or wells, as the case may be, multiplied by the working interest percentage
owned by an entity.

Net Production. Production owned by an entity less royalties, net profits interests, and production due others.
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Net Profits Interest. An interest that entitles the owner to a specified share of net profits from production of
hydrocarbons.

NYMEX. New York Mercantile Exchange.
NYSE. The New York Stock Exchange.
Oil. Crude oil, condensate, and NGLs.

Operator. The entity responsible for the exploration, development, and production of an oil or natural gas well
or lease.

Present Value of Future Net Revenues ( PV-10 ). The present value of estimated future revenues to be generated
from the production of proved reserves, net of estimated future production and development costs, using prices

and costs as of the date of estimation without future escalation, without

iii
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giving effect to commodity derivative activities, non-property related expenses such as general and
administrative expenses, debt service, depletion, depreciation, and amortization, and income taxes, discounted
at an annual rate of 10 percent.

Production Margin. Oil and natural gas wellhead revenues less production expenses.

Productive Well. A producing well or a well capable of production, including natural gas wells awaiting
pipeline connections to commence deliveries and oil wells awaiting connection to production facilities.

Proved Developed Reserves. Proved reserves that can be expected to be recovered from existing wells with
existing equipment and operating methods.

Proved Reserves. The estimated quantities of crude oil, natural gas, and NGLs that geological and engineering
data demonstrate with reasonable certainty are recoverable in future years from known reservoirs under
existing economic and operating conditions.

Proved Undeveloped Reserves. Proved reserves that are expected to be recovered from new wells on undrilled
acreage for which the existence and recoverability of such reserves can be estimated with reasonable certainty,
or from existing wells where a relatively major expenditure is required for recompletion. Proved undeveloped
reserves include unrealized production response from enhanced recovery techniques that have been proved
effective by actual tests in the area and in the same reservoir.

Recompletion. The completion for production of an existing well bore in another formation from that in which
the well has been previously completed.

Reservoir. A porous and permeable underground formation containing a natural accumulation of producible
oil and/or natural gas that is confined by impermeable rock or water barriers and is individual and separate
from other reservoirs.

Royalty. An interest in an oil and natural gas lease that gives the owner the right to receive a portion of the
production from the leased acreage (or of the proceeds from the sale thereof), but does not require the owner to
pay any portion of the production or development costs on the leased acreage. Royalties may be either
landowner s royalties, which are reserved by the owner of the leased acreage at the time the lease is granted, or
overriding royalties, which are usually reserved by an owner of the leasehold in connection with a transfer to a
subsequent owner.

SEC. The United States Securities and Exchange Commission.

Secondary Recovery. Enhanced recovery of oil or natural gas from a reservoir beyond the oil or natural gas
that can be recovered by normal flowing and pumping operations. Secondary recovery techniques involve
maintaining or enhancing reservoir pressure by injecting water, gas, or other substances into the formation. The
purpose of secondary recovery is to maintain reservoir pressure and to displace hydrocarbons toward the

wellbore. The most common secondary recovery techniques are gas injection and waterflooding.

SFAS. Statement of Financial Accounting Standards.
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Standardized Measure. Future cash inflows from proved oil and natural gas reserves, less future production
costs, development costs, net abandonment costs, and income taxes, discounted at 10 percent per annum to
reflect the timing of future net cash flows. Standardized Measure differs from PV-10 because Standardized
Measure includes the effect of estimated future income taxes.

Successful Well. A well capable of producing oil and/or natural gas in commercial quantities.

Tertiary Recovery. An enhanced recovery operation that normally occurs after waterflooding in which
chemicals or natural gases are used as the injectant.

v
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Undeveloped Acreage. Lease acreage on which wells have not been drilled or completed to a point that would
permit the production of commercial quantities of oil or natural gas regardless of whether such acreage
contains proved reserves.

Unit. A specifically defined area within which acreage is treated as a single consolidated lease for operations
and for allocations of costs and benefits without regard to ownership of the acreage. Units are established for

the purpose of recovering oil and natural gas from specified zones or formations.

Waterflood. A secondary recovery operation in which water is injected into the producing formation in order
to maintain reservoir pressure and force oil toward and into the producing wells.

Working Interest. An interest in an oil or natural gas lease that gives the owner the right to drill for and
produce oil and natural gas on the leased acreage and requires the owner to pay a share of the production and
development costs.

Workover. Operations on a producing well to restore or increase production.

v
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References in this Report to EAC, we, our, us, or similar terms refer to Encore Acquisition Company and its
subsidiaries. References in this Report to ENP refers to Encore Energy Partners LP and its subsidiaries. The financial
position, results of operations, and cash flows of ENP are consolidated with those of EAC. This Report contains
forward-looking statements, which give our current expectations and forecasts of future events. The Private Securities
Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements made by us or on our behalf.
Please read Item 1A. Risk Factors for a description of various factors that could materially affect our ability to achieve
the anticipated results described in the forward-looking statements. Certain terms commonly used in the oil and

natural gas industry and in this Report are defined above under the caption Glossary. In addition, all production and
reserve volumes disclosed in this Report represent amounts net to us, unless otherwise noted.

PART 1
ITEMS 1 and 2. BUSINESS AND PROPERTIES
General

Our Business. We are a Delaware corporation engaged in the acquisition and development of oil and natural gas
reserves from onshore fields in the United States. Since 1998, we have acquired producing properties with proven
reserves and leasehold acreage and grown the production and proven reserves by drilling, exploring, and
reengineering or expanding existing waterflood projects. Our properties and our oil and natural gas reserves are
located in four core areas:

the Cedar Creek Anticline ( CCA ) in the Williston Basin of Montana and North Dakota;
the Permian Basin of West Texas and southeastern New Mexico;

the Rockies, which includes non-CCA assets in the Williston, Big Horn, and Powder River Basins in
Wyoming, Montana, and North Dakota, and the Paradox Basin in southeastern Utah; and

the Mid-Continent area, which includes the Arkoma and Anadarko Basins in Oklahoma, the North Louisiana
Salt Basin, the East Texas Basin, and the Mississippi Salt Basin.

Proved Reserves. Our estimated total proved reserves at December 31, 2008 were 134.5 MMBDlIs of oil and

307.5 Bcf of natural gas, based on December 31, 2008 spot market prices of $44.60 per Bbl for oil and $5.62 per Mcf
for natural gas. On a BOE basis, our proved reserves were 185.7 MMBOE at December 31, 2008, of which
approximately 72 percent was oil and approximately 80 percent was proved developed. Based on 2008 production,
our ratio of reserves to production was approximately 12.9 years for total proved reserves and 10.3 years for proved
developed reserves as of December 31, 2008.

Most Valuable Asset. The CCA represented approximately 40 percent of our total proved reserves as of December 31,
2008 and is our most valuable asset today and in the foreseeable future. A large portion of our future success revolves
around current and future CCA exploitation and production through primary, secondary, and tertiary recovery
techniques.

Drilling. In 2008, we drilled 88 gross (67.8 net) operated productive wells and participated in drilling 194 gross (37.0
net) non-operated productive wells for a total of 282 gross (104.8 net) productive wells. Also in 2008, we drilled
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7 gross (4.9 net) operated dry holes and participated in drilling another 6 gross (1.9 net) dry holes for a total of

13 gross (6.8 net) dry holes. This represents a success rate of over 95 percent during 2008. We invested $619.0 million
in development, exploitation, and exploration activities in 2008, of which $14.7 million related to exploratory dry
holes.
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Oil and Natural Gas Reserve Replacement. Our average reserve replacement for the three years ended December 31,
2008 was 125 percent. The following table sets forth the calculation of our reserve replacement for the periods
indicated:

Year Ended December 31, Three-Year
2008 2007 2006 Average
(In MBOE, except percentages)

Acquisition Reserve Replacement:
Changes in Proved Reserves:

Acquisitions of minerals-in-place 1,303 43,146 64 14,838
Divided by:

Production 14,446 13,539 11,244 13,076
Acquisition Reserve Replacement 9% 319% 1% 113%

Development Reserve Replacement:
Changes in Proved Reserves:

Extensions, discoveries, and improved recovery 19,952 15,983 27,504 21,146
Revisions of previous estimates (52,432) 896 (7,461) (19,666)
Total development program (32,480) 16,879 20,043 1,480
Divided by:

Production 14,446 13,539 11,244 13,076
Development Reserve Replacement (225)% 125% 178% 11%

Total Reserve Replacement:
Changes in Proved Reserves:

Acquisitions of minerals-in-place 1,303 43,146 64 14,838
Extensions, discoveries, and improved recovery 19,952 15,983 27,504 21,146
Revisions of previous estimates (52,432) 896 (7,461) (19,666)
Total reserve additions (31,177) 60,025 20,107 16,318
Divided by:

Production 14,446 13,539 11,244 13,076
Total Reserve Replacement (216)% 443% 179% 125%

During the three years ended December 31, 2008, we invested $1.0 billion in acquiring proved oil and natural gas
properties and leasehold acreage and $1.3 billion on development, exploitation, and exploration.

Given the inherent decline of reserves resulting from production, we must more than offset produced volumes with
new reserves in order to grow. Management uses reserve replacement as an indicator of our ability to replenish annual
production volumes and grow our reserves. Management believes that reserve replacement is relevant and useful
information as it is commonly used to evaluate the performance and prospects of entities engaged in the production
and sale of depleting natural resources. It should be noted that reserve replacement is a statistical indicator that has
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limitations. As an annual measure, reserve replacement is limited because it typically varies widely based on the
extent and timing of new discoveries and property acquisitions. The predictive and comparative value of reserve
replacement is also limited for the same reasons. In addition, since reserve replacement does not consider the cost or
timing of future production of new reserves or the prices used to determine period end reserve volumes, it cannot be
used as a measure of value creation. Reserve replacement does not distinguish between changes in reserve quantities
that are developed and those that will require additional time and funding to develop. The lower commodity prices and
higher service costs at December 31, 2008 had the effect of decreasing the economic life of our oil and natural gas
properties and making development of some previously recorded undeveloped reserves uneconomic.

2
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Encore Energy Partners. As of February 18, 2009, we owned 20,924,055 of ENP s outstanding common units,
representing an approximate 62 percent limited partner interest. Through our indirect ownership of ENP s general
partner, we also hold all 504,851 general partner units, representing a 1.5 percent general partner interest in ENP. As
we control ENP s general partner, ENP s financial position, results of operations, and cash flows are consolidated with
ours.

In February 2008, we sold certain oil and natural gas producing properties and related assets in the Permian and
Williston Basins to ENP. The consideration for the sale consisted of approximately $125.3 million in cash and
6,884,776 common units representing limited partner interests in ENP.

In January 2009, we sold certain oil and natural gas producing properties and related assets in the Arkoma Basin and
royalty interest properties in Oklahoma as well as 10,300 unleased mineral acres to ENP. The purchase price was
$49 million in cash, subject to customary adjustments (including a reduction in the purchase price for
acquisition-related commodity derivative premiums of approximately $3 million).

Financial Information About Operating Segments. We have operations in only one industry segment: the oil and
natural gas exploration and production industry in the United States. However, we are organizationally structured

along two operating segments: EAC Standalone and ENP. The contribution of each operating segment to revenues and
operating income (loss), and the identifiable assets and liabilities attributable to each operating segment, are set forth

in Note 18 of Notes to Consolidated Financial Statements included in Item 8. Financial Statements and Supplementary
Data.

Business Strategy

Our primary business objective is to maximize shareholder value by growing production, repaying debt or
repurchasing shares of our common stock, prudently investing internally generated cash flows, efficiently operating
our properties, and maximizing long-term profitability. Our strategy for achieving this objective is to:

Maintain a development program to maximize existing reserves and production. Our technological expertise,
combined with our proficient field operations and reservoir engineering, has allowed us to increase production
on our properties through infill, offset, and re-entry drilling, workovers, and recompletions. Our plan is to
maintain an inventory of exploitation and development projects that provide a good source of future
production.

Utilize enhanced oil recovery techniques to maximize existing reserves and production. We budget a portion
of internally generated cash flows for secondary and tertiary recovery projects that are longer-term in nature to
increase production and proved reserves on our properties. Throughout our Williston and Permian Basin
properties, we have successfully used waterfloods to increase production. On certain of our non-operated
properties in the Rockies, a tertiary recovery technique that uses carbon dioxide instead of water is being used
successfully. Throughout our Bell Creek properties, we have successfully used a polymer injection program to
increase our production. We believe that these enhanced oil recovery projects will continue to be a source of
reserve and production growth.

Expand our reserves, production, and development inventory through a disciplined acquisition

program. Using our experience, we have developed and refined an acquisition program designed to increase
our reserves and complement our core properties. We have a staff of engineering and geoscience professionals
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who manage our core properties and use their experience and expertise to target and evaluate attractive
acquisition opportunities. Following an acquisition, our technical professionals seek to enhance the value of the
new assets through a proven development and exploitation program. We will continue to evaluate acquisition
opportunities with the same disciplined commitment to acquire assets that fit our existing portfolio of
properties and create value for our shareholders.

Explore for reserves. We believe exploration programs can provide a rate of return comparable to property
acquisitions in certain areas. We seek to acquire undeveloped acreage and/or enter into

3
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development arrangements to explore in areas that complement our existing portfolio of properties. Successful
exploration projects would expand our existing fields and could set up multi-well exploitation projects in the
future.

Operate in a cost effective, efficient, and safe manner. As of December 31, 2008, we operated properties
representing approximately 79 percent of our proved reserves, which allows us to better control expenses,
capital allocation, operate in a safe manner, and control timing of investments.

Challenges to Implementing Our Strategy. We face a number of challenges to implementing our strategy and
achieving our goals. One challenge is to generate superior rates of return on our investments in a volatile commodity
pricing environment, while replenishing our development inventory. Changing commodity prices and increased costs
of goods and services affect the rate of return on property acquisitions, and the amount of our internally generated
cash flows, and, in turn, can affect our capital budget. For example, if cash flow is invested in periods of higher
commodity prices, a subsequent decline in commodity prices could result in a lower rate of return, if any. In addition
to commodity price risk, we face strong competition from other independents and major oil and natural gas
companies. Our views and the views of our competitors about future commodity prices affect our success in acquiring
properties and the expected rate of return on each acquisition. For more information on the challenges to
implementing our strategy and achieving our goals, please read Item 1A. Risk Factors.

Operations
Well Operations

In general, we seek to be the operator of wells in which we have a working interest. As operator, we design and
manage the development of a well and supervise operation and maintenance activities on a day-to-day basis. We do
not own drilling rigs or other oilfield service equipment used for drilling or maintaining wells on properties we
operate. Independent contractors engaged by us provide all the equipment and personnel associated with these
activities.

As of December 31, 2008, we operated properties representing approximately 79 percent of our proved reserves. As
the operator, we are able to better control expenses, capital allocation, and the timing of exploitation and development
activities on our properties. We also own working interests in properties that are operated by third parties, and are
required to pay our share of production, exploitation, and development costs. Please read Properties Nature of Our
Ownership Interests. During 2008, 2007, and 2006, our costs for development activities on non-operated properties
were approximately 22 percent, 40 percent, and 47 percent, respectively, of our total development costs. We also own
royalty interests in wells operated by third parties that are not burdened by production or capital costs; however, we
have little or no control over the implementation of projects on these properties.

Natural Gas Gathering

We own and operate a network of natural gas gathering systems in our Elk Basin area of operation. These systems
gather and transport our natural gas and a small amount of third-party natural gas to larger gathering systems and
intrastate, interstate, and local distribution pipelines. Our network of natural gas gathering systems permits us to
transport production from our wells with fewer interruptions and also minimizes any delays associated with a
gathering company extending its lines to our wells. Our ownership and control of these lines enables us to:
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realize faster connection of newly drilled wells to the existing system;
control pipeline operating pressures and capacity to maximize our production;
control compression costs and fuel use;

maintain system integrity;
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control the monthly nominations on the receiving pipelines to prevent imbalances and penalties; and

track sales volumes and receipts closely to assure all production values are realized.
Seasonal Nature of Business
Oil and gas producing operations are generally not seasonal. However, demand for some of our products can fluctuate
season to season, which impacts price. In particular, heavy oil is typically in higher demand in the summer for its use
in road construction, and natural gas is generally in higher demand in the winter for heating.

Production and Price History

The following table sets forth information regarding our net production volumes, average realized prices, and average
costs per BOE for the periods indicated:

Year Ended December 31,

2008 2007 2006
Total Production Volumes:
Oil (MBbls) 10,050 9,545 7,335
Natural gas (MMcf) 26,374 23,963 23,456
Combined (MBOE) 14,446 13,539 11,244
Average Daily Production Volumes:
Oil (Bbls/D) 27,459 26,152 20,096
Natural gas (Mcf/D) 72,060 65,651 64,262
Combined (BOE/D) 39,470 37,094 30,807
Average Realized Prices:
Oil (per Bbl) $ 89.30 $ 5896 $ 47.30
Natural gas (per Mcf) 8.63 6.26 6.24
Combined (per BOE) 77.87 52.66 43.87
Average Costs per BOE:
Lease operations expense $ 1212 $ 10.59 $ 873
Production, ad valorem, and severance taxes 7.66 5.51 4.43
Depletion, depreciation, and amortization 15.80 13.59 10.09
Impairment of long-lived assets 4.12
Exploration 2.71 2.05 271
Derivative fair value loss (gain) (23.97) 8.31 2.17)
General and administrative 3.35 2.89 2.06
Provision for doubtful accounts 0.14 0.43 0.18
Other operating expense 0.90 1.26 0.71
Marketing loss (gain) (0.06) 0.11) 0.09
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Productive Wells

The following table sets forth information relating to productive wells in which we owned a working interest at
December 31, 2008. Wells are classified as oil or natural gas wells according to their predominant production stream.
Gross wells are the total number of productive wells in which we have an interest, and net wells are determined by
multiplying gross wells by our average working interest. As of December 31, 2008, we owned a working interest in
5,774 gross wells. We also hold royalty interests in units and acreage beyond the wells in which we own a working

interest.
Gross

Wells(a)
CCA 743
Permian Basin 1,967
Rockies 1,437
Mid-Continent 235
Total 4,382

Oil Wells

Net
Wells

659
769
837
141

2,406

Average
Working
Interest

89%
39%
58%
60%

55%

Natural Gas Wells
Average
Gross Net Working
Wells(a) Wells Interest
22 6 27%
634 314 50%
60 45 75%
676 181 27%
1,392 546 39%

(a) Our total wells include 3,094 operated wells and 2,680 non-operated wells. At December 31, 2008, 52 of our

wells had multiple completions.
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Acreage

The following table sets forth information relating to our leasehold acreage at December 31, 2008. Developed acreage
is assigned to productive wells. Undeveloped acreage is acreage held under lease, permit, contract, or option that is
not in a spacing unit for a producing well, including leasehold interests identified for exploitation or exploratory
drilling. As of December 31, 2008, our undeveloped acreage in the Rockies represented approximately 60 percent of
our total net undeveloped acreage. Our current leases expire at various dates between 2009 and 2028, with leases
representing $18.6 million of cost set to expire in 2009 if not developed.

Gross Net
Acreage Acreage
CCA:
Developed 117,209 109,775
Undeveloped 150,283 117,793
267,492 227,568
Permian Basin:
Developed 66,280 45,173
Undeveloped 21,564 17,232
87,844 62,405
Rockies:
Developed 231,846 156,350
Undeveloped 809,323 574,323
1,041,169 730,673
Mid-Continent:
Developed 79,231 41,122
Undeveloped 344,963 245,472
424,194 286,594
Total:
Developed 494,566 352,420
Undeveloped 1,326,133 954,820
1,820,699 1,307,240
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Development Results

The following table sets forth information with respect to wells completed during the periods indicated, regardless of
when development was initiated. This information should not be considered indicative of future performance, nor
should a correlation be assumed between productive wells drilled, quantities of reserves discovered, or economic
value.

Year Ended December 31,
2008 2007 2006
Gross Net Gross Net Gross Net

Development Wells:

Productive 186 73 165 62 182 72

Dry holes 5 3 5 3 4 3
191 76 170 65 186 75

Exploratory Wells:

Productive 96 32 63 21 71 19

Dry holes 8 4 5 3 14 8
104 36 68 24 85 27

Total:

Productive 282 105 228 83 253 91

Dry holes 13 7 10 6 18 11
295 112 238 89 271 102

Present Activities

As of December 31, 2008, we had a total of 63 gross (31.6 net) wells that had begun drilling and were in varying
stages of drilling operations, of which 31 gross (17.9 net) were development wells. As of December 31, 2008, we had
a total of 29 gross (14.7 net) wells that had reached total depth and were in the process of being completed pending
first production, of which 19 gross (13.7 net) were development wells.

Delivery Commitments and Marketing Arrangements

Our oil and natural gas production is generally sold to marketers, processors, refiners, and other purchasers that have
access to nearby pipeline, processing, and gathering facilities. In areas where there is no practical access to pipelines,
oil is trucked to central storage facilities where it is aggregated and sold to various markets and downstream
purchasers. Our production sales agreements generally contain customary terms and conditions for the oil and natural
gas industry, provide for sales based on prevailing market prices in the area, and generally have terms of one year or
less.
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The marketing of our CCA oil production is mainly dependent on transportation through the Bridger, Poplar, and
Butte Pipelines to markets in the Guernsey, Wyoming area. Alternative transportation routes and markets have been
developed by moving a portion of the crude oil production through the Enbridge Pipeline to the Clearbrook,
Minnesota hub. To a lesser extent, our production also depends on transportation through the Platte Pipeline to Wood
River, Illinois as well as other pipelines connected to the Guernsey, Wyoming area. While shipments on the Platte
Pipeline are oversubscribed and have been subject to apportionment since December 2005, we were allocated
sufficient pipeline capacity to move our crude oil production effective January 1, 2007. Enbridge Pipeline completed
an expansion, which moved the total Rockies area pipeline takeaway closer to a balancing point with increasing
production volumes and thereby provided greater stability to oil differentials in the area. In spite of the increase in
capacity, the Enbridge Pipeline continues to run at full capacity and is scheduled to complete an additional expansion
by the beginning of 2010. However, further
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restrictions on available capacity to transport oil through any of the above-mentioned pipelines, any other pipelines, or
any refinery upsets could have a material adverse effect on our production volumes and the prices we receive for our
production.

The difference between quoted NYMEX market prices and the price received at the wellhead for oil and natural gas
production is commonly referred to as a differential. In recent years, production increases from competing Canadian
and Rocky Mountain producers, in conjunction with limited refining and pipeline capacity from the Rocky Mountain
area, have affected this differential. We cannot accurately predict future crude oil and natural gas differentials.
Increases in the percentage differential between the NYMEX price for oil and natural gas and the wellhead price we
receive could have a material adverse effect on our results of operations, financial position, and cash flows. The
following table illustrates the relationship between oil and natural gas wellhead prices as a percentage of average
NYMEX prices by quarter for 2008, as well as our expected differentials for the first quarter of 2009:

Actual Forecast
First Second Third Fourth First
Quarter Quarter Quarter Quarter Quarter
of 2008 of 2008 of 2008 of 2008 of 2009
Oil wellhead to NYMEX
percentage 91% 94% 91% 80% 78%
Natural gas wellhead to
NYMEX percentage 103% 102% 93% 86% 103%

Principal Customers

For 2008, our largest purchasers were Eighty-Eight Oil and Tesoro, which accounted for approximately 14 percent
and 12 percent, respectively, of our total sales of oil and natural gas production. Our marketing of oil and natural gas
can be affected by factors beyond our control, the potential effects of which cannot be accurately predicted.
Management believes that the loss of any one purchaser would not have a material adverse effect on our ability to
market our oil and natural gas production.

Competition

The oil and natural gas industry is highly competitive. We encounter strong competition from other independents and
major oil and natural gas companies in acquiring properties, contracting for development equipment, and securing
trained personnel. Many of these competitors have resources substantially greater than ours. As a result, our
competitors may be able to pay more for desirable leases, or to evaluate, bid for, and purchase a greater number of
properties or prospects than our resources will permit.

We are also affected by competition for rigs and the availability of related equipment. The oil and natural gas industry
has experienced shortages of rigs, equipment, pipe, and personnel, which has delayed development and exploitation
activities and has caused significant price increases. We are unable to predict when, or if, such shortages may occur or
how they would affect our development and exploitation program.
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Competition is also strong for attractive oil and natural gas producing properties, undeveloped leases, and
development rights, and we may not be able to compete satisfactorily when attempting to acquire additional
properties.
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Properties
Nature of Our Ownership Interests

The following table sets forth the net production, proved reserve quantities, and PV-10 of our properties by principal
area of operation as of and for the periods indicated:

Proved Reserve Quantities

Percen

39¢
26¢
23¢

2008 Net Production at December 31, 2008 PV-10
at December 31,
Natural Natural 2008
Oil Gas Total Percent Oil Gas Total Percent Amount(a)
(In
(MBbls) (MMcf) (MBOE) (MBbls) (MMcf) (MBOE) thousands)
4,146 978 4,309 30% 71,892 13,327 74,113 40% $ 550,734
rmian Basin 1,246 12,442 3,320 23% 19,736 161,720 46,689 25% 362,000
4,256 1,870 4,567 32% 40,074 16,552 42,833 23% 326,196
id-Continent 402 11,084 2,250 15% 2,750 115,921 22,070 12% 170,019

10,050 26,374 14,446 100% 134,452 307,520 185,705 100% $ 1,408,949

(a) Giving effect to commodity derivative contracts, our PV-10 would increase by $339.1 million at December 31,
2008. Standardized Measure at December 31, 2008 was $1.2 billion. Standardized Measure differs from PV-10
by $189.0 million because Standardized Measure includes the effects of future net abandonment costs and future
income taxes. Since we are taxed at the corporate level, future income taxes are determined on a combined
property basis and cannot be accurately subdivided among our core areas. Therefore, we believe PV-10 provides
the best method for assessing the relative value of each of our areas.

The estimates of our proved oil and natural gas reserves are based on estimates prepared by Miller and Lents, Ltd.

( Miller and Lents ), independent petroleum engineers. Guidelines established by the SEC regarding our PV-10 were
used to prepare these reserve estimates. Oil and natural gas reserve engineering is and must be recognized as a
subjective process of estimating underground accumulations of oil and natural gas that cannot be measured in an exact
way, and estimates of other engineers might differ materially from those included herein. The accuracy of any reserve
estimate is a function of the quality of available data and engineering, and estimates may justify revisions based on the
results of drilling, testing, and production activities. Accordingly, reserve estimates and their PV-10 are inherently
imprecise, subject to change, and should not be construed as representing the actual quantities of future production or
cash flows to be realized from oil and natural gas properties or the fair market value of such properties.

During 2008, we filed the estimates of our oil and natural gas reserves as of December 31, 2007 with the

U.S. Department of Energy on Form EIA-23. As required by Form EIA-23, the filing reflected only gross production
that comes from our operated wells at year-end. Those estimates came directly from our reserve report prepared by
Miller and Lents.
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CCA Properties

Our initial purchase of interests in the CCA was in 1999, and we continue to acquire additional working interests. As
of December 31, 2008, we operated virtually all of our CCA properties with an average working interest of
approximately 89 percent in the oil wells and 27 percent in the natural gas wells.

The CCA is a major structural feature of the Williston Basin in southeastern Montana and northwestern North Dakota.
Our acreage is concentrated on the two-to-six-mile-wide crest of the CCA, giving us access to the greatest
accumulation of oil in the structure. Our holdings extend for approximately 120 continuous miles along the crest of
the CCA across five counties in two states. Primary producing reservoirs are the Red River, Stony Mountain,
Interlake, and Lodgepole formations at depths of between 7,000 and 9,000 feet. Our fields in the CCA include the
North Pine, South Pine, Cabin Creek, Coral Creek, Little Beaver, Monarch, Glendive North, Glendive, Gas City, and
Pennel fields.

Our CCA reserves are primarily produced through waterfloods. Our average daily net production from the CCA
remained approximately constant at 12,153 BOE/D in the fourth quarter of 2008 as compared to 12,080 BOE/D in the
fourth quarter of 2007. We have been able to maintain or grow production through a combination of:

effective management of the existing wellbores;

addition of strategically positioned horizontal and vertical wellbores;

re-entry horizontal drilling using existing wellbores;

waterflood enhancements;
11
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extensional drilling; and
other enhanced oil recovery techniques.

In 2008, we drilled 10 gross wells in the CCA, some of which were horizontal re-entry wells that (1) reestablished
production from non-producing wells, (2) added additional production to existing producing wells, or (3) served as
injection wells for secondary and tertiary recovery projects. We invested $37.3 million, $41.6 million, and

$103.9 million in capital projects in the CCA during 2008, 2007, and 2006, respectively.

The CCA represents approximately 40 percent of our total proved reserves as of December 31, 2008 and is our most
valuable asset today and in the foreseeable future. A large portion of our future success revolves around current and
future exploitation of and production from this area.

We pursued HPAI in the CCA beginning in 2002 because CO, was not readily available and HPAI was an attractive
alternative. The initial project was successful and continues to be successful; however, the political environment is
changing in favor of CO, sequestration. We believe this will increase the amount of CO, available to be used in
tertiary recovery projects. Although CO, is currently not readily available, we believe we will be able to secure an
economical source of CO, in the future. Therefore, we have made a strategic decision to move away from HPAI and
focus on CO,.

Existing HPAI project areas in the CCA are in Pennel and Cedar Creek fields. In both fields, HPAI wells will be
converted to water injection in three to four phases over a period of approximately 18 months. Priority will be largely
based on economics of incremental production uplift and air injection utilization. We anticipate that we will continue
injecting air in a small number of HPAI patterns beyond the planned 18-month conversion period. We expect to
realize significant LOE savings while achieving current production estimates.

Net Profits Interest. A major portion of our acreage position in the CCA is subject to net profits interests ranging
from one percent to 50 percent. The holders of these net profits interests are entitled to receive a fixed percentage of
the cash flow remaining after specified costs have been subtracted from net revenue. The net profits calculations are
contractually defined. In general, net profits are determined after considering operating expense, overhead expense,
interest expense, and development costs. The amounts of reserves and production attributable to net profits interests
are deducted from our reserves and production data, and our revenues are reported net of net profits interests. The
reserves and production attributed to net profits interests are calculated by dividing estimated future net profits
inte